FIGURE C2
Response of Real GDP to Financial Distress, Full Sample, Vector Autoregression
Notes:
The dark blue solid line shows the baseline estimate discussed in the paper; the dark blue dashed lines show the two-standard-error confidence bands. The light blue solid line shows the impulse response function for real GDP to an impulse of 7 in our new measure of financial distress derived from a twoequation VAR estimated for the sample of 24 OECD countries over the full sample period. The two variables in the VAR are real GDP, entered in log levels, and our new distress measure. Paralleling the timing assumption in our baseline specification, we order the distress variable first. The VAR includes six lags. The light blue dashed lines show the two-standard-error confidence bands for the VAR specification. 
FIGURE C3
Response of Financial Distress to Itself, Full Sample, OLS Notes: The figure shows the impulse response function for financial distress to an impulse of 7 in our new measure of financial distress derived from estimating equation (1), but replacing the left-hand-side variable with the new measure of financial distress, for horizons 1 to 10. Real GDP is used as the output measure. The estimation is performed on the sample of 24 OECD countries for the full time period using OLS. The dashed lines show the two-standard-error confidence bands. Notes: The figures show the forecast errors for real GDP (defined as actual minus forecast) following episodes of significant financial distress. The date given in parentheses is when the new measure reached 7. The forecast based on output is derived by estimating equation (3), and uses actual data up through a year (two half-years) before the distress variable reached 7. The forecast including distress is derived by estimating equation (4), and uses output through a year before the distress variable reached 7 and the actual financial distress series through the date being forecast. Notes: The first column reports the impulse response function for real GDP to an impulse of 7 in our new measure of financial distress derived from estimating equation (1) for the sample of 24 OECD countries over the full sample period using OLS. The second column shows conventional standard errors. The right three columns show alternative estimates of the standard errors. The first is heteroskedasticity-consistent standard errors. The other two allow for serial correlation as well as heteroskedasticity. Specifically, for horizons i = 1 to 10, we allow for serial correlation over up to i periods; for example, for i = 1, we allow for first-order serial correlation of the residuals. We consider both Newey-West standard errors (which damp the off-diagonal elements of the covariance matrix of the residuals) and Hansen-Hodrick standard errors (which have no damping). We have also experimented with clustering either by time period or by country. Clustering by time period produces standard errors about 10 percent larger than the Hansen-Hodrick standard errors. Clustering by country (which should be interpreted with caution, since there are only 24 clusters in this case) yields standard errors about 25 percent larger than the Hansen-Hodrick standard errors at short horizons, but slightly smaller at long horizons.
